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Recent estimates tell us that by 2050, the Earth's population will have increased by more than 40%, from 7 billion people in 2012 to at least 10 billion (Chapter 4 and UN, 2004) .
Inevitably, this growth will place significant pressure on essential resources such as clean water, food and energy. But it will also threaten what is perhaps our most fragile resource: the global economy. Demographic pressure will generate real challenges in the form of higher prices for goods, lost jobs, increasing scarcity of resources, food shortages, elevated risk of diseases and rising instability. Without concrete action, these pressures will affect all of us. In this context, green growth is the logical and natural way forward (Box 10.1).
While green growth has much to offer the environment, the other benefits it can bring about are often overlooked. In this chapter, I therefore examine green growth from the economic perspective, an angle that has too often been overshadowed by the charged statements and denial of scientific evidence that have accompanied the very emotional debates about the reality and impact of climate change.
Many of the terms familiar to those working in environment and development are complementary or even interchangeable with those used in the investment and business worlds. I will discuss the importance of "results-based investment" in green growth, as well as the need for a viable "business model" with sufficient and timely return on investment to create not only environmental benefits but also economic sustainability. I will provide examples in which buy-in by local populations to programmes designed under the principle of inclusiveness is critical to success. I also touch on the importance of clear and compelling Box 10.1. Green growth: What is it?
According to the OECD, green growth means fostering economic growth and development, while ensuring that natural assets continue to provide the resources and environmental services on which our well-being relies. To do this, it must catalyse investment and innovation which will underpin sustained growth and give rise to new economic opportunities. Green growth has not been conceived as a replacement for sustainable development, but rather should be considered a subset of it. It is narrower on the international level. To achieve green growth, the catalysts should be implemented in parallel with initiatives centered on the broader social pillar of sustainable development.
The OECD green growth strategy develops an actionable policy framework that is designed to be flexible enough to be tailored to differing national circumstances and stages of development. It provides a strong focus on fostering the necessary conditions for innovation, investment and competition that can give rise to new sources of economic growth, consistent with resilient ecosystems. Currently, the OECD is working with developing countries on building their understanding of green growth and ensuring green growth could contribute to their national development and poverty reduction objectives.
Source: OECD (2011), Towards Green Growth: A Summary for Policy Makers, OECD, Paris, www.oecd.org/dataoecd/ 32/49/48012345.pdf. communication of critical policy messages to achieve that buy-in and to develop the partnerships that help spread the risks -and benefits -of green-growth programmes.
I illustrate these concepts with examples from the numerous projects funded by the Global Environment Facility (GEF),* which have produced tangible and measurable benefits.
While the pathways to green growth are multiple, for the purpose of this discussion I will attempt to group them into the economic categories of supply and demand, as action is required on both sides.
Increasing demand for green growth
The economic laws of demand follow basic biological principles: just as thirst triggers a desire to drink, profitability (whether political, operational or monetary) triggers investment. But investors need evidence of profitability if they are to be persuaded to invest. In other words, demand must be evidence-based. We, therefore, need better business models that ensure tangible returns for those investing in green growth. Second, our business models have to be built in a way that ensures continuity of benefits (returns) in order to secure sustainability and growth.
GEF has supported thousands of projects -big and small, simple and complex -over the past 20 years; in all of these, sustainability has been at the centre of our interventions, and, hence, return on investment (tangible, sustained results) has always been part of the equation.
Paying for ecosystem services
GEF pioneered the Payment for Ecosystem Services (PES) scheme -the practice of offering incentives to farmers or landowners in exchange for managing their land to provide some sort of ecological service. Under this framework, those who pay are fully aware of what they are buying, and those who "sell" guarantee the sustainability of their enterprises by applying proactive strategies to protect and preserve their key resources. To this day, GEF has invested USD 222 million and leveraged USD 900 million more for such systems (GEF, 2010a) .
Green growth business case study
The Regional Integrated Silvopastoral Management Initiative in Colombia, Costa Rica and Nicaragua grew out of a GEF pilot project. The programme pays ranchers to combine the use of livestock, fodder crops and woody perennials to increase biodiversity (especially * The Global Environment Facility (GEF) is an independent financial organisation that provides grants to developing countries and economies in transition for projects that benefit the global environment, linking local, national and global environmental challenges and promoting sustainable livelihoods. It was established in 1991 and is today the largest funder of projects to improve the global environment. It unites 182 member governments -in partnership with international institutions, non-governmental organisations and the private sector.
Green growth is more than a plan for human survival; it is the route to prosperity and quality of life for all.
Green growth provides a return on investment in the form of tangible and sustained benefits for people and the environment.
of birds), carbon sequestration (in trees and via reduced fertiliser use) and water quality.
Although some farmers in the area were already using silvopastoral practices before the project started, about 63% of the area was under extensive pasture with minimal tree cover.
Most farmers had difficulty adopting silvopastoral practices because of relatively high starting costs, prevalent perception of low profitability and the time lag between investment and returns. By paying land users to adopt silvopastoral practices, the project helped them overcome these start-up obstacles. The overall landscape impact was an increase in the effective forest cover to 31% across the landscape. Realising that this landuse model is more profitable than the previous mode of ranching in degraded pastures, most ranchers continued to use it even after the initial PES scheme ended. This is a winwin example of a sound business model based on simple, innovative thinking. It shows how securing livelihoods and improving the environment can go hand in hand.
Timely returns
To address climate change, politicians and economic leaders must have the courage to invest in the medium to long-term future. On the other hand, poor populations -especially those in less-developed countries (LDCs) -have an immediate need for assistance. Severe poverty forces people to choose unsustainable pathways, such as using inefficient agricultural methods on already depleted land; deforesting areas for firewood or charcoal, or for cultivation; overharvesting of already diminished fishery stocks, and so on. In these situations, lack of development capacity operates like the lid of a tightly-sealed pressure cooker, causing the pressure to mount to unsustainable levels.
For green growth to be meaningful in LDCs, therefore, returns need to be realised at a pace that meets the populations' most urgent needs.
Green growth business case study
In 2001, GEF started a project with the fishing community of Punta Allen, Mexico to address their decreasing lobster catches and damaged marine environment due to over fishing. Using modest GEF financing, the community adopted a more sustainable technique (lobster field maps, lobster traps, daily records of capture, and geographic positioning systems). At the same time, the community strengthened its capacity to administer and regulate both its marine and financial resources. The result was the elimination of 95% of the fishing nets, which helped to conserve coral reefs and generated 30% more income for the villagers. The conversion to sustainable methods of fishing helps avoid both unintentional damage to reefs and fish refuges and the catching of non-target fish species.
In 2005, the co-operative model used in Punta Allen inspired the Bahía del Espíritu Santo co-operative in Cozumel, Mexico to improve their practices and the ecosystem. Through this project, the co-operative was able to demonstrate that a combination of better fishing techniques, use of geographical positioning systems and systematic recording of daily catches led to sustainable, profitable results both for fishermen and for the environment.
The credible results achieved by the two projects enabled the concept to spread through the region via exchanges with fishermen and authorities from Belize, Guatemala, Honduras and Panama, to mention only a few. Here again, the demand for long-term green growth benefits was met and lessons were learned and replicated.
Empowering populations through inclusive approaches
Too many development projects have failed because of top-down approaches that ignore the specific needs of the recipient community; or because they lack the financial and managerial capacity to sustain a project beyond the initial investment phase; or, most importantly, because they lack buy-in from the intended beneficiaries.
Inclusive approaches -i.e. involving target communities in green growth concepts -is the only route to ensure appropriate technology, capacity building and unconditional buyin from the beneficiaries.
Green growth business case study
In Panama, with a very limited investment from GEF's Small Grants Programme, the
Comité de Salud led a project to harness the hydrologic potential of the Darien agricultural region while promoting forest conservation for renewable energy production. In the Darien watershed, the Comité de Salud began by creating a management committee to oversee the installation of two micro-hydroelectric generators and a small electricity grid. It also put in place a payment system to secure the project's economic sustainability.
Today, this small initiative provides continuous electricity to 43 households and a communal school, benefiting 190 individuals, 68 of whom are children. As for the environment, the micro-installation will produce 42 000 kWh of clean energy, avoiding the emissions of 1 657 tonnes of CO 2 over the life of the project and achieving numerous forest conservation objectives.
The local population has benefited from a reliable, constant supply of electricity; they have also reduced by two-thirds their monthly energy spending on unhealthy kerosene, disposable batteries and candles. This has freed up income for necessities they could not previously afford. Sustainability is ensured not only thanks to the savings these families realise, but also through the payments they willingly make for electricity, thereby allowing for the maintenance of the micro-generators and network. Based on this success, authorities in Panama have decided to replicate this type of initiative in critical watershed areas throughout the country.
Partnerships for investment
Investments in green growth -especially in new technologies -tend to be rated at a higher risk level than in other sectors, often limiting the incentives for financial commitment. Financial partnerships help overcome this bottleneck by expanding the pool of funds available and spreading the risk across a greater number of investors. Another way to look at this is in terms of financial leverage for those involved in such business models.
The most recent work programme approved by the GEF Council illustrates this "leverage" effect: for each dollar invested by GEF from funds provided by donor nations, USD 10 more are raised from other sources (a ratio of 1:10), substantially enhancing the depth of impact.
For each dollar invested by GEF from funds provided by donor nations, ten dollars more are raised from other sources, thus, spreading the risk and increasing the impacts.
While the financial leverage allows for the quantitative expansion of the financial side of the green growth equation, partnerships add value by bringing in technical expertise otherwise unavailable to the beneficiaries.
Green growth business case study
In Mexico, a GEF investment of less than USD 10 million triggered a USD 700 million programme to promote residential energy efficiency, replacing old air conditioners and refrigerators, and using energy-efficient appliances and fixtures to supply lighting. The
World Bank contributed USD 250 million in the form of a loan, as well as USD 50 million from its Clean Technology Fund. The National Development Bank of Mexico, NAFIN, provided USD 127 million. The balance came from the private sector, including the end consumers. Through this partnership, the national electricity company gives credits to customers to enable them to replace their appliances. They repay the loans through their regular electricity bills. Even taking into account the loan repayments, consumers' electricity bills are lower than before.
By 2015, 45 million inefficient lamps will have been replaced with compact fluorescent lamps, and more efficient units will take the place of 1.7 million refrigerators and air conditioners; this process also will help to develop additional manufacturing capacity (and jobs) in the country. Over the first five years of the project, these measures will cut chlorofluorocarbon (CFC) emissions significantly, reducing CO 2 emissions by more than 5 million tonnes and save 9 300 gigawatt hours (GWh) of electricity. This represents 25% of Mexico's national target towards energy efficiency for the period. In financial terms, this investment in green growth is projected to deliver an overall rate of return of 40% and a net present value of USD 860 million, even at this very early stage of the project.
Increasing the supply of green growth inputs
The previous section has discussed the importance of sound business models, timely returns on investment, inclusiveness and partnership as fundamental elements for generating and sustaining results-based demand for green growth services. Of course, there cannot be any demand for products, technology or expertise that do not exist; hence, I now turn to the importance of the supply side of the green growth equation.
Stimulating new markets
I referred above to the essential role of partnerships in responding to green growth demand. Partnerships also play an important role in creating networks of people and organisations that share an interest in green growth. In doing so, they facilitate exchanges of expertise, economies of scale and innovation in and among developed and developing countries.
Green growth business case study
The GEF Solar Thermal Hybrid Project in Egypt has been designed to concentrate solar power so as to generate electrical power. It shows benefits over traditional turbine-cycle gas method. The new technology will increase national renewable electricity by an estimated A GEF investment in Mexico of less than USD 10 million stimulated an energy-efficiency initiative worth USD 860 million.
33.4 GWh a year; in addition, it will reduce CO 2 emissions by 500 000 tonnes over the life of the project of 25 years. Beyond demonstrating the viability of concentrated solar power in Egypt, the project has helped stimulate a new market for local suppliers of various components, positioning the country as an international source of expertise and equipment.
On another front, in 1998 GEF launched a project to help the government of Tunisia develop and implement policies to promote energy-efficient refrigerators. Not only did this project lead to the adoption of three laws on energy efficiency and appliance labelling; it has also reduced Tunisia's electricity consumption by 560 GWh annually, equivalent to 10% of the national energy consumption at 1994 levels. In addition to these environmental benefits, Tunisia's manufacturers and retailers have now developed both domestic and export markets for these appliances, creating and preserving well-paying jobs.
Local innovation
All too often projects fail because the attempt to implement new technologies cannot be supported locally. Simple, reliable, and sustainable solutions can be generated by capitalising on the knowledge acquired over the years by local populations. Adapting that knowledge to modern techniques and materials can allow a range of technologies to emerge: from low-cost high-efficiency cookers to geothermal energy or biomass.
Green growth business case study
In Bangladesh, the brick-making industry provides jobs for millions of people. A GEF project has invested in promoting widespread adoption of energy-efficient kilns and practices by the industry. This has lowered the consumption of fossil fuels and reduced greenhouse gas emissions and local air pollution (see Chapter 6), while cutting costs and improving competitiveness.
Often innovation can spring from simple, low-cost ideas that do not require sophisticated or expensive technology; what is needed is simply a different way of looking at and doing things. The silvopastoral project described above is a good example: instead of cutting trees to make room for pasture, most are now being left in place for their fruits to be harvested. Cattle can still graze, now with the additional shelter provided by the trees, which are, in turn, fertilised naturally by the cattle (instead of using expensive and polluting chemical fertilisers). Thus, from a simple idea great benefits emerge.
Local resources
Green growth is most sustainable when it maximises the use of locally-available resources. The use of biomass for producing electricity and heat exemplifies this approach.
Since 2001, GEF has funded biomass power generation projects in 37 countries. In Thailand, for example, the goal was to stimulate both supply and demand activity by building good financial models, increasing access to commercial financing of biomass projects and providing information to potential biomass investors. Upon completion in 2009, the GEF project had facilitated the installation of 398 megawatts of electricity generation capacity, demonstrating feasibility and cultivating knowledge in an experience that is now being replicated by other interested parties.
Green innovation does not have to be high-tech: simple, low-cost ideas are often much more effective and locally appropriate.
The way forward
GEF's experiences in the design and implementation of green growth business models confirm that they can lead to more sustainable livelihoods for those who both invest in, and benefit from, such approaches. This is especially -but not exclusively -the case for people in developing countries. Beyond providing the increased and sustained ecological productivity that the world's demographic reality requires, green growth can contribute to overall quality of life through environmental improvements that bring with them new and enhanced economic opportunities for all.
The principles reviewed in this chapter provide a clear business plan for moving forward along the path towards true, sustainable green growth. This involves attention to both the demand and supply sides:
Demand
• Improving how we communicate about green growth -a poorly-known or abstract concept to many -by emphasising the benefits that resonate beyond the environmental community: jobs, health and security, for example.
• Ensuring that a good business model is at the root of green growth initiatives, including sufficient and timely returns/benefits (financial, political and social) to make the investment worthwhile and sustainable.
Supply
• Involving beneficiaries in designing green growth initiatives to: 1) ensure they are culturally, technically and socially appropriate; and 2) ensure the buy-in required for long-term sustainability.
• Treating partnerships as one of the key pillars for sustained green growth. Public-private partnerships are only one of the many combinations that can and should be explored to provide the financial leverage, risk-sharing, technical expertise and stakeholder empowerment that characterise good green growth projects.
Beyond providing the increased and sustained ecological productivity that the world's demographic reality requires, green growth can contribute to overall quality of life through environmental improvements that bring with them new and enhanced economic opportunities for all.
